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KEY ECONOMIC INDICATORS 
(In US$ Unless Otherwise Stated) 


Percent 
1975 1976 Change 
GROSS NATIONAL PRODUCT 
GNP at Current Prices (Millions) Zz, 723 12, 544 2/ 
GNP Constant 1970 Prices (Millions) 7, 964 8,123 
Per Capita GNP, Current Prices ($) 797 762 
Per Capita GNP, Constant 1970 Prices ($) 499 493 


MONEY AND BANKING 
Money Supply (Millions of Soles) End of April 69, 691 72, 355 
Commercial Bank Interest Rate (Prime) 14.0 [7,2 
Central Bank Discount Rate (Comm. Loans) 9.5 2.5 


COMMERCIAL BANKING DATA 
(Millions of Soles - End of August) 
Loans 
Investment 
Deposits 


INDICES 
Consumer Price Index (1973 = 100. 0) 
(Month of September) 
Wholesale Price Index (1963 = 100. 0) 
Construction (October 1976) 


BALANCE OF PAYMENTS (Millions) 
Net Gold and Foreign Exchange Reserves 
Net Balance of Payments 
Total Exports FOB (January-June) 
U.S. Share (%) (Whole Year) 
Total Imports CIF (January-June) 
U.S. Share (%) (Whole Year) 


ECONOMIC ACTIVITY 
Electrical Energy - Lima Area 
(Millions of Kw/H) 
- Total Production (January-September) 2,196 
- Industrial Consumption (January-July) 570 
Cement Consumption (Thousand of M.T.) 
(January -September) 1,471.3 
Stamp Tax Collection (Millions of Soles) 
(January-September) 16, 844 


1/ Converted at S/.40.27 =$1.00 
2/ Converted at S/.55.75 =$1.00 
3/ Official estimate of January 1976. 





SUMMARY 


The aftermath of the austerity program initiated in 1976 has brought 
Peru a high rate of inflation and a weakening of domestic demand. 
However, the June devaluation has aided in curbing imports, and the 
mining, agriculture, and fishing sectors are expected to turn ina 
better performance this year than in 1975. Initiation of a mini-deval- 
uation system also provides a healthy stimulant to these sectors in 
1977 as well as curbing imports and promoting restoration of balance 
of payments equilibrium. The government has taken a strong stand 
against disruptive strikes and street violence. At present the outlook 
for the Peruvian economy 1977 is not entirely clear and much depends 
on the government spending and wage policies which are expected to 
be announced in January 1977. A judicious, but austere, policy mix 
should permit improvement in Peru's balance of payments, reduction 
in the rate of inflation, and prevent a deepening of recession in manu- 
facturing and construction activity. Peru is the fourth largest market 
for U.S. exports in Latin America, and even though this market is not 
growing at present due to balance of payment difficulties, U.S. firms 
should persist in their sales efforts to prevent competitor inroads and 
to take advantage of longer-term market growth. The Economic/Com- 
mercial Section of the Embassy actively assists U.S. firms that are 
trading with or would like to enter the Peruvian market. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Marcona - Major Expropriation Case Settled 


On September 22, 1976, the Governments of Peru and the United States 
reached a settlement of the issues arising from the expropriation by 
the Peruvian Government on July 25, 1975, of the Marcona Mining 
Company's iron mining complex in Peru. The settlement consists of 
1) a cash payment of $37,000,000; 2) a freight contract concluded 
December 11, 1975, between the Peruvian Steamship Company (Com- 
pafifa Peruana de Vapores - CPV) and Marcona Carriers which will 
provide approximately $2, 000, 000 to the company; and 3) a sales con- 
tract between the Peruvian Government's mineral commercialization 
enterprise Minero Peru Comercial (MINPECO) and Marcona whereby 
Marcona will purchase 3, 740, 000 long tons of pelletized iron ore from 





MINPECO for re-sale exclusively in the U.S. market. Under the 
terms of this four-year sales contract, Marcona will pay $18 per 
ton for the first year's 1.1 million tons, $20 per ton for the suc- 
ceeding two million tons in the second and third years and $23 for 
the final 640, 000 tons in the fourth year. Based on an estimated 

$6 per ton which Marcona could obtain above the sales prices fixed 
in the contract, this portion of the agreement should provide about 
$22, 440, 000 additional compensation, so that the total compensation 
would be approximately $61.5 million. The Marcona Mining Company 
and the Peruvian and U.S. Governments have expressed satisfaction 
with the settlement, which represents just compensation within the 
meaning of the laws of both countries. 


Peru Adopts Mini-Devaluation System 


On September 20, 1976 the government adopted a mini-devaluation 
system. As of November 18, small devaluations had brought the 
exchange rate to 67.49 soles to the U.S. dollar. (From June 26 to 
September 20 the exchange rate was 65.00 soles to the U.S. dollar.) 
Although the major June 1976 devaluation has been widely regarded 
as restoring an "equilibrium" exchange rate, continuing divergence 
between the rate of inflation in Peru and those of her principal trading 
partners requires future devaluations of the Peruvian sol. The mini- 
devaluation system, which had not been utilized previously by Peru, 
permits exchange rate realignments without the trauma which invari- 
ably accompanies major one-step devaluations. It should be noted 
that inasmuch as costs of imported inputs are increased gradually, 
the official Peruvian price control mechanisms are now under pressure 
to allow for this new reality. 


The Aftermath of Austerity 


Available indications as of the beginning of the fourth quarter of 1976 
point to a decline in the rate of economic growth in 1976 as the impact 
of the government's mid-year austerity program percolated through 
the economy. The impacts of the June devaluation of the Peruvian 
sol from 45 soles to the US dollar to 65 soles are, a) a higher rate 

of inflation for 1976, b) a stimulant to exports and disincentive to 
imports. The inflationary impact has been strong as the Lima-—Callao 
Consumer Price Index increased by 13.7 percent in July, 3.9 percent 
in August and 3.4 percent in September. The September CPI was up 
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38.1 percent from December 1975 and 40.2 percent from September 
1975. The average annual rate of inflation will approximate 35 
percent in 1976. 


The Government has taken a stand against economic disruptions 
related to strikes. In response to July street violence, resulting in 
part from the economic austerity measures, the government declared 

a State of Emergency and issued a labor decree specifically prohibi- 
ting all strikes, and political, social, and labor meetings. These prohi- 
bitions are still ineffect, although frequently not enforced. The Govern- 
ment also closed down several weekly publications on the grands that 
they were waging a campaign subverting public order. Some labor 
leaders have been arrested for illegal labor agitation. 


With the successful conclusion of negotiations for a $400 million credit 
package with foreign commercial banks, Peru's net basic balance of 
payment's deficit for 1976 is likely to be close to the $306 million 
forecast by the government in January 1976. Various pre-export 
financing and swap credits as well as ad hoc administrative delays for 
less urgent foreign exchange expenditures have sufficed to maintain 
gross reserves at operational levels and preclude payment arrearages 
on short-term and trade credits. On September 30, 1976 the gross 
foreign exchange assets of the Central Bank totaled $309.6 million. 


Economic Life: The Gainers and the Losers 


Preliminary official estimates reveal a lower rate of over-all eco- 
nomic growth in 1976 as compared with previous years. These esti- 
mates are as follows by economic sector: 


Percent Change in Gross Domestic Product 
1973 1974 1975 


Agriculture 0.6 
Fishing -17.4 
Mining . -11.0 
Manufacturing Industry 6.0 
Construction 20.0 
Other 4.7 


Total = Gross Domestic Product 4.0 
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The pattern of economic growth in 1976 differs substantially from 
the performance of recent years. The urban-sector (manufacturing 
industry and construction) of the Peruvian economy entered into a 
recessionary cycle during the second half of 1976, due, in part, to 
a decline in real demand related to inflationary-erosion of domestic 
purchasing power. The rural sector (agriculture, fishing, and 
mining) is, however, likely to turn in better performance in 1976 
than in 1975. 


Artificially low and controlled prices and a fixed (and overvalued) 
exchange rate reduced rates of growth in agriculture and mining 
during the period 1973-1975 while the manufacturing sector's growth 
was fueled by relatively cheap imported inputs and brisk domestic 
demand. Peru's balance of payments deteriorated and finally induced 
public economic policymakers to take corrective actions. Although 
hard times have befallen the urban-manufacturing sector, and busi- 
nessmen of this sector are not generally optimistic at present regarding 
1977 sales prospects, the economic corrections enacted in the 
austerity program avoided a more devastating economic scenario: 
runaway inflation, bankruptcy of the export sector, and disruption 

of imports. 


The 1975 performance of Peru's mining industry is a clear example 
of the deleterious effects of previous (now-abandoned) economic policy. 
In 1975 Peruvian mining faced one of the worst crises in its history 
which affected all companies and all types of production. Mineral 
export earnings fell by 26.5 percent from approximately $800 million 
in 1974 to $588 million in 1975. In 1975 about 34 of the 55 small and 
medium mining companies registered financial losses. The causes of 
this crisis were the decline in the price of copper, Peru's principal 
export commodity, continuous increases in production costs (world 
inflation which affected imported materials and domestic inflation 
which increased the cost of locally-manufactured products used by 
mining enterprises), a 17 percent average annual rate of increase of 
mine wage costs (1971-1975), and continuous work stoppages due to 
strikes. Production of the principal minerals products decreased in 
1975: copper by 13%, lead by 10%, zinc by 4%, silver by 6%, and iron 
ore by 19%. The value of their export earnings, likewise, decreased: 
copper by 51%, lead by 29%, zinc by 2%, iron ore by 30%. (The value 
of silver exports increased.) For 1976 mineral export earnings are 
expected to be back up to the $800 million level. 





Agricultural production also appears to be increasing significantly 
in 1976. Generally favorable weather conditions and increases in 
the internal prices of agricultural commodities (beginning in July 
1975) hold the promise of boosting Peru's global agricultural pro- 
duction by approximately 4 percent in 1976. Two of Peru's export 
crops are registering substantial production gains in 1976 -- cotton 
(up 17%) and coffee (up 11%). Domestic production of wheat is ex- 
pected to increase by 4% and corn by 7% -- Peru also continues to 
import substantial quantities of corn and wheat (as well as sorghum, 
barley, soybeans, and vegetable oils). Domestic production of rice 
is expected to grow by 12% in 1976 and production of poultry meat 
by 20%. Raw sugar production is expected to be down (-2%). The 
1976 outlook for domestic subsistence crops is varied and as follows: 
potatoes (+2%), cassava (+2%), sweet potatoes (+6%), barley (-2%), 
beans (no change). 


In the fishing sector, the anchovy catch for the first ten months of 
1976 was nearly the same as for the first ten months of 1975. 
Earlier in 1976 it was hoped that the 1976 anchovy catch would be in 
the range of 3.5 to 4.0 million metric tons (as compared with the 3.1 
million metric ton catch of 1975). A strike by fishermen, which 
began on October 18, a usual date for resumption of the second 
season for fishing, may mean that the 1976 anchovy catch will exceed 
the 1975 catch by a small margin at best. 


Outlook for 1977: The Economic Trade-Off 


The economic picture for the coming year is still relatively obscure. 
At present, the missing element is the government's economic plan 
for 1977, particularly the central government budget and monetary 
program, which will probably be unveiled in January. As viewed 
from the optic of the 1976 austerity program, the government will 
undoubtedly seek to reduce the rate of inflation and will budget a fiscal 
deficit compatible with that objective. At the same time Peru's 
economic policymakers must also expand credit sufficiently to prevent 
a more drastic decline in real demand which would produce a spate 
of business bankruptcies and higher unemployment but not so much as 
to produce a sharp resurgence of imports. Central Bank officials 
state that about the same amount of foreign exchange will be made avail- 
able for imports in 1977 as in 1976. We expect the mini-devaluation 
system of exchange rate adjustment to be maintained throughout 1977 
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to prevent erosion of the 1976 exchange rate adjustment. This policy 
mix will probably yield improvement in Peru's balance of payments 
but will also lead to an uncomfortable degree of recession in Peru's 
urban-manufacturing sector. 


Improved Balance of Payments Performance Expected For 1977 


During the past two years (1975-1976) Peru had substantial deficits 
in its balance of payments. However, improvement is anticipated 
in 1977 arising primarily from an increased volume of exports and 
continuation of controls on imports, which reduced imports abso- 
lutely in 1976 and will prevent growth in 1977. Growth of copper, 
lead, and zinc exports should boost export earnings significantly 
unless world prices for these commodities decline sharply. In the 
absence of up-to-date official projections, we expect Peru's 1977 
export earnings to approximate $1.8 billion in comparison to $1.4 
billion in 1976. In a very approximate fashion, the $400 million 
increase in export earnings in 1977 arises from a $200 million 
increase in copper exports, $100 million from lead, zinc, and iron 
ore, and the remainder from cotton, coffee, fishmeal, and minor 
exports. Import expenditures are likely to approximate $2.2 billion 
in 1977 (about the same as 1976) even with a $100-plus million saving 
in petroleum imports arising from increased domestic utilization of 


jungle petroleum. Apart from a $400 million trade gap, a reasonably 
cautious projection of Peru's 1977 B/P would include a $500 million 
outflow on net services, and, therefore, a deficit of $900 million on 
current account. The net inflow of long-term capital should approxi- 
mate $800 million; this and a modest short-term capital inflow would 
bring Peru's overall balance of payments to a relatively small deficit 
or surplus in 1977. 


Chile Withdraws from the ANCOM 


For the year and a half preceding October 30, when Chile formally 
withdrew from the Andean Common Market (ANCOM), the member 
representatives and the ANCOM Secretariat had been totally engaged 
in an effort to resolve the basic conceptual differences which divided 
Chile and the other five members. Chile's final withdrawal from the 
ANCOM will not have an immediate impact on Peru. Existing trade 
patterns will change only slightly in the near future. Thus the effect 
on Peru is primarily one of potential. ANCOM leaders will now be 





able to concentrate on adopting pending programs and clarifying 
existing regulations, thus increasing the attractiveness of the region 
to potential investors. 


Under the ANCOM system one of the basic tools for achieving the 
goals of an expanded market, economies of scale, efficient and 
rational dispersion of industry, and balanced economic growth, is 

the concept of the sectoral programs for industrial development. 
Under this concept, potential and existing industries in each economic 
sector are assigned to member countries which then enjoy a projected 
period of strong advantage over competitors. Peru will benefit from 
receiving some assignments that have gone, or would have gone, to 
Chile. The assignments now made that must be redistributed are in 
the sectors of metalworking and petrochemicals. Those to be made 
by mid-1977 include the automotive, electronic, chemical, and phar- 
maceutical sectors. 


Peru to Buy Soviet Airplanes 


It is assumed that the Government of Peru accepted an offer from 
the U.S.S.R. for the sale of (ca.) 36 fighter airplanes as part of 
the normal renewal of Peru's armaments. According to information 
released by Peru's Minister of Foreign Affairs, Peru had requested 
offers on similar military aircraft from France, the U.K., the U.S. 
and the U.S.S.R., and after full consideration the Russian bid was 
deemed the most advantageous. 


IMPLICATIONS FOR THE UNITED STATES 


In 1976 the Peruvian economy entered a recessionary phase, and 
expectations for 1977 promise only a minor improvement. On the 
other hand, projections for 1978 and beyond are more encouraging. 
The current slowdown in the industrial sector and stop-gap measures 
by the government to restrict imports will create a substantial 
backlog of demand for raw materials, intermediate products, and 
capital goods. American firms should persist in their sales efforts 
in order to maintain the U.S. market share which now exceeds 35 
percent and surpasses by far that of our nearest competitors, West 
Germany and Japan. 





The United States has a sales advantage in most products in terms 
of price, quality, delivery time, availability of spare parts, and 
service. However, competitive financing increasingly is becoming 
the key factor determining sales in the face of foreign exchange 
scarcity and reduced domestic credit availability. The Peruvian 
Government requires financing for all imports of industrial goods 
valued over $10,000 (which can be provided by the seller or obtain- 
ed by the buyer). Credit is usually available from commercial 
banks in Peru and the United States. Four local commercial banks 
have received CFF lines of credit to finance small and medium 
sales, and the Export-Import Bank is ready to provide other financ- 
ing for larger exports to Peru. 


With consumption declining temporarily and dollars in short supply, 
trade with Peru will become increasing complex and will require a 
high degree of patience and perseverance on the part of U.S. traders. 
The government will authorize the importation of only relatively 

high priority products while the acquisition of less essential items 
will have to be postponed. The total amount of foreign exchange 
made available by the government for imports in 1977 will probably 
be the same as in 1976. The greatest emphasis on investment will 
be in mining, ore processing, and fishing and to a lesser degree 
agriculture and livestock. 


For the next few years, the best prospects for increased exports to 
Peru will be the major investment projects being undertaken by the 
public sector. For example, Centromin will be investing heavily in 
the expansion of its copper refining circuits and zinc refinery at La 
Oroya, its anodic sludge and waste mine water treatment plants at 
Cerro de Pasco, and expansion of its Cobriza mine and concentrator. 
Petroperu is studying the feasibility of substantial investments in a 
petroleum refinery and ammonia-urea complex at Bayovar, the 
terminus of the Trans-Andean Pipeline. The Ministry of Transpor- 
tation will be financing the construction of six new airports in the 
interior and the modernization of several existing ones in addition to 
purchasing one hundred large buses for interurban service. Govern- 
ment ministries and semi-autonomous agencies will also be investing 
heavily in energy systems, communications networks, sanitation, 
water and sewage lines, fishing ports, irrigation projects, ship- 
building, cement plant expansion, food handling and distribution facil- 
ities, educational centers, tourism and medical equipment. For the 
most part, the public sector will utilize credit extended by inter- 





national lending institutions such as the World Bank, the Inter- 
American Development Bank and by foreign countries. 


Peru has, or will receive, bilateral financing on very favorable 
terms for some of these projects which will tend to freeze out U.S. 
products and services. The importance of the financing factor in 
Peru today cannot be overemphasized. 


In direct response to promising medium and long range prospects 
for Peru, the U.S. Department of Commerce has scheduled several 
major events over the next twelve months. A mining, building and 
construction trade mission will visit Peru in July 1977, followed in 
August by a petrochemical trade mission. Moreover, an industry- 
organized technical sales seminar on metalworking machinery and 
equipment, under the auspices of the Andean Pact Secretariat, is 
tentatively programmed for May. The main commercial event of 
1977, however, will be U.S. participation in November in the Tenth 
Pacific Fair, the largest and most prestigious industrial exhibition 
on the West Coast of South America. Dollars required for purchases 
made at the fair are not deducted from the annual foreign exchange 
quotas allocated by the government to all Peruvian importers. U.S. 
firms interested in joining the above trade missions or exhibiting in 
the Tenth Pacific Fair should contact their nearest District Office 
of the Department of Commerce or Robert A. Kohn, Commercial 
Attaché, American Embassy, Apartado 1995, Lima l, Peru. 


The Economic/Commercial Section of the Embassy actively assists 
U.S. firms that are trading with or would like to enter the Peruvian 
market. Peruvian buyers are being encouraged to attend trade 
shows in the United States, but this is no substitute for the direct 
sales approach. In most instances, U.S. exporters are able to 
increase sales through the use of a qualified agent or distributor. 


Our major world competitors have not been overly discouraged by 
the temporary downturn in the Peruvian economy. American 
exporters must be equally aggressive or they will lose a potentially 
lucrative market, America's fourth largest in Latin America, out- 
ranked only by Mexico, Brazil and Venezuela. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 
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